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Commissioner Gary P ie rce
ARIZONA CORP ORATION COMMIS S ION
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DQCKETEQU we' l
iI

Re : Arizona Public Service Company General Rate Case, Docket Nos. E-01345A-05-0816,
E-01345A-05-0826, E-01345A-05-0827, Staff Report dated January 29, 2008

Dear Commiss ioners :

The purpose of this letter is to respond to the Staff Report dated January 29, 2008 in the above
matter. Arizona Public Service Company ("APS" or "Company") is appreciative of both the
Commission's desire to creatively address the high costs of growth and the comprehensive effort made
by Arizona Corporation Commission ("Commission") Utilities Division Staff and its consultant
(collectively referred to as "Staff') to identify and frame the policy issues presented by Schedule 3.

There are many statements contained in the Staff Report with which the Company takes no issue.
These include:

1. The changes to Schedule 3 ordered by Decision No. 69663 were initiated by the
Commissioners themselves rather than in response to a specific recommendation by a
party (Staff Report at 3). Thus, the Commission is in the best position to determine what
it intended by directing such changes.

The Commission did not, in Decision No. 69663, indicate how the proceeds from
Schedule 3 were to be treated for accounting purposes (Id). As discussed in the
Company's letter to the Commission of December 20, 2007 and its Exceptions to the
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S ta ffs  Re comme nde d Orde r, S che dule  3 proce e ds  a re  curre ntly (a nd ha ve  be e n for
s ome  time ) va rious ly a ccounte d for a s  contributions -in-a id of cons truction ("ClAC"),
re iimdable  advances, and revenue.

3. CIAC will offs e t s ignifica nt ca pita l fina ncing re quire me nts  a nd provide  a  me a s ure  of
eventua l cost savings to APS customers (Staff Report a t 4).

4. Approva l of the  re ve nue  tre a tme nt, a s  propose d by Aps , will be ne fit AP S  by improving
ea rnings  and othe r financia l me trics  (Id).

5. This , in turn, would be ne fit AP S  cus tome rs  to the  e xte nt it: (a ) lowe re d future  ca pita l
costs  of APS; and/or (2) defe rred the  tiling of the  next APS genera l ra te  case  (Id).

There  is  a  "cross-over" point a t some  dis tant culture  da te  a t which point the  advantages
to AP S  cus tome rs  in the  form of lowe r future  re ve nue  re quire me nts  (not ne ce s s a rily
lowe r ra te s , howe ve r, a s  will be  e xpla ine d be low) of CIAC tre a tme nt a re  gre a te r tha n
under the  Company's  revenue proposal (Staff Report a t 5-6) .

7. Trea tment of Schedule  3 proceeds  as  "cost-free" capita l is  le ss  advantageous  than e ithe r
CIAC or the  Company's  proposed revenue  credit (S ta ff Report a t 7-8).

8. Ne t pre s e nt va lue  ("NP V") a na lys is  is  a n a ppropria te  me a ns  of e va lua ting long-te rm
impacts  of the  two proposa ls  on APS revenue  requirements  (S ta ff Report a t 1).

9 . P re s e nt va lue  a na lys is  s hould not be  de te rmina tive  of wha t is  e s s e ntia lly a  policy
decis ion by the  Commission (S ta ff Report a t 1 and 13).

The s e  a re a s  of a gre e me nt a s ide , AP S  doe s  re s pe ctfully dis a gre e  with the  S ta ff Re port's  fa ilure  to
a ttribute  s ufficie nt (if a ny) cons ide ra tion to the  va lue  to  AP S  cus tome rs  a nd the  Commis s ion of
de fe rring or re ducing the  ne xt AP S  ge ne ra l ra te  filing, its  e qua tion of the  curre nt AP S  proposa l with
rega rd to Schedule  3 with the  Company's  rebutta l pos ition in the  most recent APS ra te  proceeding, its
othe r criticisms  of the  revenue  approach (e specia lly including its  a lte rna tive  sugges tions  of a  revenue
cre dit de fe rra l or imme dia te  ra te  re duction), a nd fina lly its  qua ntita tive  a na lys is  of the  two proposa ls
be fore  the  Commiss ion. .

1 . Impa c t on  Timing  o f Ne xt AP S  Ge ne ra l Ra te  Filing

The  S ta ff Re port a g re e s  tha t: "It is  much  le s s  like ly tha t AP S ' ne xt ra te  ca s e  will be
s ignifica ntly de la ye d unde r the  CIAC a pproa ch." (S ta ff Re port a t 6 - e mpha s is  in origina l.) S ta ff the n
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dis mis s e s  tha t cle a r be ne fit to  both  AP S  cus tome rs  a nd the  Commis s ion a s  s ome thing tha t is
"imposs ible  to quantify" (S ta ff Report a t 4), and thus  appea rs  to give  the  potentia l for such a  ra te  case
de fe rra l, or a t the  ve ry le a s t its  mitiga tion, little  or no we ight in ma lting its  re comme nda tion. AP S
be lieves  tha t omiss ion fa ils  to re flect the  clea r intent of the  Commiss ion in Decis ion No. 69663, which
was  to make  growth pay for wha t eve ryone  acknowledges  a re  the  highe r cos ts  of se rvice  ra the r than
curre nt AP S  cus tome rs . Thus , it wa s  pre cise ly tha t ne xt APS  ra te  ca se  tha t the  Commiss ion wishe d
delayed or reduced as much as possible .

2. The Company's Proposal Regarding Schedule 3 is Not Comparable to its Rebuttal
Proposals in the Last APS Rate Case

At Page 13 of the  Staff Report, Staff asserts  tha t:

The  ne ga tive  impa ct on cus tome rs  from a dopting AP S ' [S che dule  3] propos a l in this
ins ta nce  would be  a t le a s t a s  gre a t a s  it would ha ve  be e n for the  Commiss ion to ha ve
adopted the  [Company's ] proposed a ttrition a llowance  and ce rta inly grea te r than would
ha ve  be e n the  ca se  if the  Commiss ion ha s  a dopte d CWIP  in ra te  ba se  or a cce le ra te d
deprecia tion as proposed during the  rebutta l phase  of the  [last] ra te  case .

AP S  dis pute s  tha t a ny of its  propos a ls  in the  la s t ra te  ca s e  would ha ve  ha d a  ne ga tive  e ffe ct a nd
ce rta inly doe s  not e qua te  giving the  Compa ny a  fighting cha nce  to a ctua lly e a rn the  re turn found
reasonable  by the  Commission to be  a  "nega tive  impact."

Howe ve r, if S ta ff me a ns  tha t the  Compa ny's  S che dule  3  propos a l would ha ve  the  s a me
immedia te  impact on cus tomer ra te s  a s  the  revenue  enhancements  sugges ted in this  ra te  proceeding,
tha t is  not the  ca se . Unlike  ANY of the  proposa ls  re comme nde d by APS  in its  re butta l te s timony, the
revenue  trea tment of Schedule  3 proceeds would not require  an increase  in the  base  ra tes  approved by
De cis ion No. 69663. Ne ithe r would it incre a s e  the  a mounts  pa id by ne w s e rvice  a pplica nts  unde r
Schedule  3 as  compared to the  S ta ff recommenda tion. Under both the  S ta ff and APS proposa ls , the re
would be  no impact on the  base  ra tes established in Decision No. 69663 .

3. Other Alleged "Disadvantages" of Revenue Treatment of.Schedule 3 Proceeds

At pages  5 and 6 of the  S ta ff Report, S ta ff lis ts  the  "disadvantages" of revenue  trea tment and
the  "advantages" of CIAC. In summary, the  Sta ff Report a lleges  :

The  be ne fits  of re ve nue  tre a tme nt to the  Compa ny's  fina ncia l condition a re
short-live d.
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Schedule  3 revenues would be  vola tile .

c. There  is  a  "cross -ove r" point a t which CIAC trea tment is  more  favorable .

Converse ly, S taff contends tha t:

Be ca us e  the  me a s ure  of a nticipa te d S che dule  3  proce e ds  is  tie d to  future
cons truction, it is  jus t more  "a ppropria te " from a  "conce ptua l" point of vie w to
treat them as CIAC .

b. AP S  should ha ve  le s s  a ttrition ove r both the  short a nd long run if S che dule  3
proceeds are treated as CIAC .

The re  is  "cross -ove r" point tha t in S ta ff's  opinion provide s  a  be tte r ma tching of
costs.

The  pre s ume d "vola tility" of S che dule  3 proce e ds  is  le s s  of a n is s ue  if it is
trea ted as  CIAC.

The  S ta ff Re port's  firs t s uppos e d "a dva nta ge " of CIAC confus e s  how a  S che dule  3 fe e  is
de te rmined quantita tive ly with how it should be  accounted for, once  rece ived. As was  a lso discussed in
the  Compa ny's  De ce mbe r 20th le tte r, Sche dule  3 fe e s  could jus t a s  e a s ily be  a sse sse d on a  fla t pe r
cus tomer bas is . Schedule  3 fees  were  linked on a  dolla r bas is  to the  leve l of cons truction cos ts  for two
reasons : (1) cons is tency with the  lite ra l language  of Decis ion No. 69663, and (2) this  approach would
make  service  applicants  indiffe rent to whether the  fees  were  accounted for as  revenue  or CIAC.

The  S ta ff Re port's  se cond lis te d CIAC "a dva nta ge " ne e ds  to be  e xa mine d in conjunction with
the  firs t cla ime d "dis a dva nta ge " of re ve nue  tre a tme nt. S ta ff conce de s  tha t re ve nue  tre a tme nt a s
re que s te d by the  Compa ny will e nha nce  AP S 's  fina ncia l condition be twe e n now a nd whe ne ve r the
Compa ny's  ne xt ra te  ca s e  is  de cide d . How "s hort te rm" tha t pe riod  is  la rge ly de pe nds  on  the
accounting a fforded Schedule  3 proceeds. In contrast, CIAC does little  to address  the  ongoing earnings
a nd fina ncia l a ttrition tha t AP S  fa ce s over the  ne xt s e ve ra l ye a rs . More ove r, re ve nue  tre a tme nt
provides  for a  s teady growth in this  revenue  s tream even a fte r the  next ra te  proceeding, thus  se rving to
partia lly offse t subsequent a ttrition and lengthen the  time be tween APS ra te  cases in genera l.

AP S  ha s  a lre a dy a ddre s s e d the  "cros s -ove r" is s ue , a nd the re fore  turns  to  the  s o-ca lle d
"vola tility" criticis m. The  S ta ff Re port cite s  the  Compa ny own re ve nue  e s tima te s  of be twe e n $50
million a nd $159 million ove r a  thre e -ye a r pe riod a s  "e vide nce " of such vola tility. (S ta ff Re port a t 5.)
Howeve r, the  S ta ff Report ignore s  tha t the  phase -in of Schedule  3 e ndorse d by S ta ff causes  mos t of

APS - APS Energy Services - Pinnacle West Energy - SunCor • El Dorado

b.

a.

c.

d.

Law Department, 400 North Fifth Street, Mail Station 8695, Phoenix, AZ 85004-3992
Phone: (602) 250-2052 - Facsimile (602) 250-3393 - E-mail: Thomas.Mumaw@pinnaclewest.com



Revenue CIAC
Amount Received by APS From Schedule 3
Applicants

Same Same

Can Defer or Significantly Reduce the Size of the
Next APS Rate Case

Yes No

Improve FFO/Debt Ratio and thus Reduce Possibility
of a Credit Downgrade

Yes No

Improve APS Financial Metrics other than FFo/Debt Yes Yes, but only
marginally

Makes Growth Pay for Self Yes Yes, but only
partially

Present Value Savings to APS Customers Yes Yes, but
significantly less
than under
revenue treatment
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this  "vola tility." The  re ma inde r of the  diffe re nce  in re ve nue  a mounts  ove r this  pe riod is  le s s  a bout
vola tility tha n the  curre nt difficulty in pre dicting how fa s t the  hous ing ma rke t will re cove r. Howe ve r,
no one  is  a rguing tha t it will not re cove r or tha t the  APS  se rvice  te rritory will not continue  to grow a t a
ro u g h ly 3 % p a ce  o ve r th e  lo n g  te rm. Mo re o ve r,  if th is  "vo la tility" co n ce rn  is  s h a re d  b y th e
Commission, it can easily be  addressed by ins tituting some manner of "ba lancing account" measure  by
which the  re ve nue  cre dit a mount us e d in  s e tting ra te s  in  s ome  future  AP S  proce e ding ca n be
reconciled, up or down, depending on the  level of actua l Schedule  3 proceeds rece ived thereafter.

In the  table  be low, APS has summarized what Ir be lieves are  the  sa lient differences be tween the
revenue  credit and CIAC a lte rna tives  :

Although the  S ta ff Re port s trongly e ndors e d the  CIAC a lte rna tive , it did ra is e  the  s pe cte r of
se e mingly a llowing re ve nue  tre a tme nt of S che dule  3 proce e ds , but de fe rring a ll of tha t be ne fit (but
none of the  highe r cos ts  incurre d by AP S  tha t s uch proce e ds  we re  inte nde d to mitiga te ) until the
conclus ion of a  future  ra te  proceeding or even currently reducing the  ra tes  es tablished by Decis ion No.
69663. The  S ta ff Re port's  a lte rna tive s  of some  ma nne r of re ve nue  cre dit "de fe rra l" or ra te  re duction
would be  worse  tha n CIAC in e ve ry re spe ct. The y would not re quire  growth to pa y for its e lf nor, by
S ta ffs  own a dmiss ion, ma tch cos ts  with be ne fits . The y would not de lay the  next ra te  filing, but ra the r
would a cce le ra te  the  Compa ny's  ne e d for imme dia te  ra te  re lie f. S imply s ta te d, the y would re sult in 4
re ve nue  to AP S  a t a ll, 4 improve me nt (in fa ct, a decline both imme dia te ly a nd in the  future ) in the
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Compa ny's  curre nt fina ncia l condition, a nd would not provide  e ve n the  mode s t long-te rm be ne fits  of
CIAC.

4. Quantitative Issues

Sta ff's  pre sent va lue  ana lys is  is  wha t APS re fe rs  to a s  a  "s ta tic" ana lys is . It looks  a t a  specific
dolla r of CIAC/revenue  ove r a  30-yea r pe riod but a ssumes  tha t revenue  trea tment would not continue
afte r year one . It assumes no increase  in Schedule  3 proceeds from year-to-year and annual ra te  rese ts
with ze ro re gula tory la g. As  AP S  note d in its  le tte r of De ce mbe r 20, 2007, the  "cros s -ove r" point is
extended furthe r into the  future  (and the  pre sent va lue  of revenue  trea tment to cus tomers  increa sed)
de pe nding on the  growth in S che dule  3 proce e ds , the  fre que ncy of ra te  ca s e s , a nd the  de gre e  of
re gula tory la g.

APS  a ssume d a  5% growth in Sche dule  3 re ve nue s , continua tion of re ve nue /CIAC tre a tme nt
ove r the  entire  pe riod, a  new ra te  orde r eve ry three  yea rs , and ze ro regula tory lag - ve ry conse rva tive
a ssumptions . S e e  AP S  Le tte r of De ce mbe r 20, 2007 a t 5. S ta ffs  a s sumptions  of no continuing a nd,
indeed, ze ro growth in Schedule  3 proceeds , and annua l ra te  decis ions , combined with no regula tory
lag a re  s imply unrea lis tic and expla in the  appa rent discrepancy in the  pre sent va lue  ana lyse s  of APS
and S ta ff.

S ta ff has  a lso criticized the  Company's  computa tions , contending: "In a  nutshe ll, APS ' 10-yea r
a nd 30-ye a r multi-vinta ge  NP V a na lyse s  ina ppropria te ly a nd unfa irly ca lcula te  re ve nue  re quire me nt
s a vings  unde r the  re ve nue  a pproa ch ove r a  diffe re nt pe riod tha n is  ca lcula te d unde r the  CIAC
approach." S ta ff Report a t 9. Such criticism is  inaccura te . APS has  utilized exactly the  same  pe riod for
both re ve nue  a nd CIAC. And while  it is  true  tha t CIAC re ce ive d in, s a y, ye a r 30 will ha ve  ongoing
be ne fits  (in the  form of lowe r re ve nue  re quire me nts ) in ye a rs  31, e t s e q., the  s a me  is  a ls o true  of
Schedule  3 revenues re ce ive d in ye a rs  31-60. The  cha rt shown a t pa ge  10 of the  S ta ff re port ignore s
tha t fact and, ins tead, shows Schedule  3 revenues  as  ze ro for years  a fte r the  period ana lyzed. In other
words , S ta ff compares  the  bene fits  rece ived from 10 or 30 yea rs  of CIAC ove r a  40 or 60-yea r pe riod
to the  bene fits  of revenue  ove r jus t the  10/30 yea r pe riod .-.. the  ve ry misma tch it a lleges  exis ts  in the
Company's  ana lys is .

Fina lly, both the  Compa ny's  a nd S ta ffs  NP V a na lys e s  ma y not fully ca pture  the  be ne fits  to
cus tomers  of a  lower revenue  requirement in the  next decade  plus . In the  nea re r te rm, APS  will have
fewer cus tomers  and fewer kph sa les  than say, 15 yea rs  from now. Thus , lower revenue  requirements
today can have  a  grea te r benefit pe r cus tomer tha n a n e ve n lowe r re ve nue  re quire me nt impa ct in the
dis tant future  because  the  la tte r is  spread over fa r more  customers  and kph.
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* * * * *

Sta ff has  filed two reports  on this  ma tte r, and APS has  submitted its  re sponse  to both of them,
as well as responses to questions and comments posed by the  Commissioners and other parties to these
docke ts . APS a lso previously provided specific amenda tory language  to S ta ff" Recommended Order, a
copy of which a me ndme nt is  a tta che d for the  conve nie nce  of the  Commiss ion a nd the  othe r pa rtie s .
The issues have been framed, the  analyses conducted, and the  various policy considera tions argued. As
the  Company obse rved in the  December 20'h le tte r, eve ry day tha t passes  reduces  the  eventua l APS
customer benefit from e ither CIAC trea tment (as  proposed by Sta ff) or revenue  trea tment (as  proposed
by the  Compa ny). APS  would the re fore  re spe ctfully sugge s t tha t the  time  ha s  come  for de cis ion a nd
would urge  the  Commission to consider this  matte r a t its  ea rlies t convenience .

S ince re ly,

,,4
Thomas L. Mum aw
Attorney for Arizona  Public Se rvice  Company

TLM/
Attachments
cc: Ernest Johnson

Elija h Abina h
De a n Mille r
Lyn A. Fa rme r
Chris tophe r C. Ke e le y
Docke t Control
Parties of Record (see a ttached)
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Copies  of the  foregoing emailed or mailed
This  8th day of February 2008 to:

Micha e l M. Gra nt
GALLAGHER & KENNEDY, P .A.
2575 East Camelback Road
P hoe nix, AZ 85016-9225

Miche lle  Live ngood
UniSource  Energy Se rvices
One South Church Stree t, Suite  200
Tucs on, AZ 85702

J im Ne lson
12621 North 17th Place
P hoe nix, AZ 85022

Steven B. Bennett
De puty City Attorne y
City of S cottsda le  Attorne y's  Office
3939 North Drinkwa te r Boule va rd
Scottsda le , AZ 8525 lGreg Patterson

Arizona  Compe titive  P owe r Allia nce
916 West Adams Street, Suite  3
P hoe nix, AZ 85007

Ge orge  Bie n-Willne r
3641 North 39th Avenue
Phoe nix, AZ 85014

C. Webb Crocke tt
Pa trick J . Bla ck
FENNEMORE GRAIG, P .C.
3003 North Centra l Avenue , Suite  2600
P hoe nix, AZ 85012-2913

Amanda  Ormond
The  Orma nd Group LLC
Southwest Representa tive
Inte re s t Ene rgy Allia nce
7650 South McClintock, Suite  103-282
Tempe , AZ 85284Michae l W. Pa tte rn

ROS HKA DEWULF & P ATTERN, P LC
One Arizona  Cente r
400 East Van Buren Stree t, Suite  800
P hoe nix, AZ 85004

Joseph Knauer, President
Jewish Community of Sedona
and the  Verde  Va lley
100 Me a dowla rk Drive
Pos t Office  Box 10242
Sedona , AZ 86339-8242

Micha e l L. Kurtz
BOEHM, KURTZ & LOWRY
36 East Seventh Street, Suite  1510
Cincinna ti, OH 45202 David C. Kennedy, Esq.

818 East Osborn Road, Suite  103
P hoe nix, AZ 85014Scott S . Wakefie ld

RUCO
1110 West Washington Street, Suite  220
P hoe nix, AZ 85007

Kenne th R. Sa line , P .E.
K.R. S ALINE & AS S OC., P LC
160 North Pasadena, Suite  101
Me sa , AZ 85201Lawrence  V. Robertson, J r.

MUNGER CHADWICK
Post Office  Box 1448
Tubac, AZ 85646

Tracy Spoon
Sun City Taxpaye rs  Associa tion
12630 North 103"1 Avenue,
S un City, AZ 85351

Suite  144



Bill Murphy
Murphy Consulting
5401 North 251211 Street
Phoenix, AZ 85016

Tammie Woody
10825 West Laurie Lane
Peoria, AZ 85345

Gary L. Nakarado
ARIZONA SOLAR ENERGY
INDUSTRIES ASSOCIATION
24657 Foothills Drive North
Golden, CO 8040 l

Douglas V. Font
Law Offices of Douglas V. Font
3655 West Anthem Drive, Suite A-109
Anthem, AZ 85086

Gary Yaquinto, President
Arizona Solar Energy Industries Association
3008 North Civic Center Plaza .
Scottsdale, AZ 8525 l

Andrew W. Bettwy
Karen S. Heller
Assistants General Counsel
Legal Affairs Department
SOUTHWEST GAS CORPORATION
5241 Spring Mountain Road
Las Vegas, NV 89150

Sein Seitz, President
Arizona Solar Energy Industries Association
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Dan Austin
Converge, Inc.
6509 West Frye Road, Suite 4
Chandler, AZ 85226

Jon Poston
AARP Electric Rate Prob act
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Cave Creek, AZ 8533 l

Timothy M. Hogan
Arizona Center for Law in the
Public Interest
202 East McDowell Read, Suite 153
Phoenix, AZ 85004

Coralette Harmon
AARP Government Relations & Advocacy
6705 Reedy Creek Rd.
Charlotte, NC 28215

Jay I. Mayes
MOYES STOREY ltd.
1850 North Central Avenue, Suite 110
Phoenix, AZ 85004

Lieutenant Colonel Karen S. White
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Vice President and General Counsel
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[AS FILED WITH APS EXCEPTIONS DATED NOVEMBER 16, 2007]

APS PROPOSED AMENDMENT

Page  2 Line  11:

DELETE: "The re fore " through "ta r~iff"

Page  2 Line  12:

DELETE: "continue  to"

Page  2 Lines  13 and l4:

DELETE: e ntire  se nte nce  be ginning "If APS  wa nts"

REPLACE WITH: "We disagree with Staff and note that treating the payments
received from Schedule 3 as revenue rather than CIAC will best serve the Commission's
intent in Decision No. 69663 'to shift the burden of rising distribution infrastructure costs
away from the current customer base to growth."

Page  2 Lines  26-27:

DELETE: ", a me nde d to include " through "No. 6,"

Page  3 Line  3:

DELETE: "with" through "No. 6"

MAKE ALL CONFORMING CHANGES.


